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Abstract 

Nowadays, human capital and social potential become the most valuable 
resource for the harmonious development of the national economy. Expenditure 
on human capital and social development should occupy a significant part in the 
state budgets of countries. Therefore, accounting of such expenses is extremely 
important. 
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The purpose of the study is to reveal the possibility of accounting for ex-
penditures on the human capital and social potential development in the account-
ing system of the Central and Eastern Europe, provide recommendations for the 
current accounting system. 

The research revealed the plurality and ambiguity of the interpretation for 
the categories «human capital» and «social potential». The regulatory and legis-
lative uncertainty complicates the accounting of the human capital costs and de-
velopment of the social potential. These categories must be defined by law. As 
per normative and methodological basis for the accounting of the human capital, 
it would be better to apply the International Financial Reporting Standards. 

The absence or misrepresentation of information about available human 
capital are contrary to IFRS requirements and reduces or exaggerates the value 
of the organization. It is offered in IFRS, to provide a comprehensive accounting 
of the cost for the human capital and developing social capacity. 

The budget of the Central and Eastern European countries includes only 
the costs of social protection, health, education, recreation, culture, religion. After 
the budget analysis was conducted, the authors proposed to develop new ob-
jects of accounting (human capital, social potential), accounting standards for it. 
A part of the GDP expenses should be directed to the financing of the human 
capital expenditures and social potential development. 
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1. Introduction 

Human capital is one of the main sources of interest in the study of eco-
nomic growth in Central and Eastern Europe. It is positioned as the most valu-
able resource of the economy. At the same time, an integral part of enriching 
human capital is the development of the social potential. The corresponding so-
cial potential becomes a prerequisite for the harmonious development of national 
economy. 
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The creation of favorable conditions for the development of society is an 
extremely difficult problem. It repeatedly worsens in the territories with unstable 
political, economic and social situation (Kvilinskyi, 2017), meaning a number of 
countries in Central and Eastern Europe, including Ukraine. Spending on human 
capital and the development of social potential should occupy an important place 
in the state budget of countries and the budget of separate economic entities. It 
is necessary to improve the accounting of the distribution of state expenditures in 
these directions of economic policy. There are no recommendations about spe-
cific mechanisms, assessment systems that can be used by institutions and or-
ganizations, regulatory authorities to analyze the effectiveness of the use of 
budgetary funds in general (Kurganskaya, 2017), and which are used for the hu-
man capital and social development at that moment. 

The interaction between human capital and human resources, develop-
ment of the social potential, the capital and the financial market has a positive 
impact on the economic growth of the country. All these components are impor-
tant and complementary factors of this process (Mahmood, 2018). Further im-
provement of the quality is possible only through spending on the human capital 
and social development. The impact of human capital on economic development 
is observed not only for individual countries, but also for entire regions (Siddiqui, 
2017). Economic opportunities play a constructive role in human capital for sup-
port of the growth phenomena (Ali, 2018). 

According to the above-mentioned factors, we should note the relevance 
of accounting for human capital costs and the development of social potential for 
each country.  

However, global economic research of human capital and social potential 
has concerned mostly theoretical issues and is limited in practical use. At the 
same time, both human and social capital require significant financial invest-
ments. Financing of the human capital and social potential at the level of public 
finance management has not been clearly resolved to date. The expenses of the 
state budgets in Central and Eastern Europe include the individual components 
of human and social capital costs and do not consider «costs of human capital», 
«costs for development of social capacities» in a comprehensive manner. Taking 
into consideration this provision, there is no accounting for the human capital and 
social development expenditures. 

The aim of the study is to reveal the necessity, possibility of accounting of 
human capital and social potential development in the accounting systems of 
Central and Eastern Europe, and to provide practical recommendations for ac-
counting of the above – mentioned expenses.  

This investigation sets and solves the following tasks: 
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• exploring expenditures of Central and Eastern European countries on 
human capital, taking into account the updated content of the concept 
of human capital, social potential or their components; 

• analyzing the existing accounting of human capital and its components 
in International Accounting Standards, Central and Eastern Europe, 
and Ukraine; 

• considering the actual accounting of expenditures on human capital; 

• assessing the possibilities of constructing cost accounting for the de-
velopment of social potential; 

• characterizing the actual expenses of Central and Eastern European 
countries on human capital and social potential. 

The results of this theoretical and empirical research can be used at the 
level of methodological developments and applied recommendations for the Min-
istries of Finance for these countries. The results of the study are intended for 
use during the processing of programs of socio-economic development of Cen-
tral and Eastern Europe, the preparation of the draft laws and regulations about 
the reproduction of the human capital and development of the social potential. 
The theoretical research should be the basis for the formation of public policy in 
the system of public finance management for the national economy, the devel-
opment of human capital, development strategy, social potential, the basis for 
further scientific research. 

 

 

2. Literature review 

Scientific thought over the past two centuries has paid close attention to 
the identification of the human capital and social potential’s role in ensuring the 
effective functioning of the economic system of a country. 

The formation of the theory of human capital is associated with the works 
of I. Fisher (1930), but in some works can be traced to earlier studies of human 
capital. In the writings of D. Nicholson (1891) the part of the capital that lies in 
people, and not money, the earth, or equipment. 

The fundamental theoretical basis for the formation of the General classi-
cal theory of capital is found in A. Smith’s works (1976). 

The authors of the most significant research on the concept of human 
capital include G. Becker (1964), D. Mincer (1974; 1981) and T. Schulz (1961). 

A more profound definition of human capital and social potential are pro-
posed by modern researchers like N. Bontis, N. Dragonetti, K. Jacobsen, G. Rus 
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(1999), E. Pelinescu (2015), V. Kolomiiets, L. Golovkova (2017), N. Simchenko, 
G. Zhaldak (2014). 

E. Glaeser (1993) summarized the theory behind the term «social capital». 
R. Putnam (1996) defined social capital for the first time, which started the social 
potential theory. Social factors of society development were studied by Kvilinskyi, 
A. Mieshkov, I. Bondaryeva (2017), S. Sardak, O. Belsky, A. Simakhova (2017). 

The concept of human capital competence management was formulated in 
the early seventies of the 20

th
 century, when one of the classics of political econ-

omy D. McClelland (1973) noted that the best predictor of the candidate’s suc-
cess is his competence and ability. 

Accounting of human and social capital as part of intangible capital of a 
company were explored by modern experts, such as K. Precob, M. Mironiuc 
(2016), V. Boronos, I. Plikus, V. Aleksandrov (2016), S.-C. Necula (2017), 
K. Payak, B. Kaminska, O. Kvilinskyi (2016). 

 

 

3. Methodology 

The systematic approach was the methodological basis of the study. The 
theoretical basis of the study is comprised of the provisions of classical and insti-
tutional theory, the theory of human capital. A set of methods were used to 
achieve the research goals and implementation of the tasks, including theoretical 
research, economic and statistical methods and analysis of empirical data. 

 

 

4. Results and Discussion 

 

4.1. Understanding the economic essence  

of human capital and social potential  

for accounting purposes 

The spending on human capital and social capacity-building should be suf-
ficiently strong and occupy a significant share in the country’s budget for the 
harmonious development of the country. 

Analytical data on material costs of human capital, expressed in monetary 
terms are widely used in methods of assessing human capital. 
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Each country determines the priority of expenditures, investments and cal-
culates their effects. A number of researchers consider investment in human 
capital an effective direction of possible development scenarios of Central and 
Eastern Europe (Radyeva, 2017; Rekun, 2015; Tkach, 2013). 

At the same time, the introduction of a single full-featured software and the 
creation of an information and accounting system will facilitate the management 
needs at the country level (Kurganskaya, 2017). 

In this case, there is a need to build a transparent system of accounting for 
human capital and social potential. Such factors as ambiguity of interpretations of 
the categorical apparatus and legislative uncertainty of accounting and economic 
terms, different approach to the interpretation of the applied categories of the ac-
counting, economic, managerial, business points of view have always impeded a 
clear accounting. 

These factors have long complicated the accounting process of such well-
established concepts as fixed assets, profit, financial results, goodwill, biological 
assets, intangible assets and a number of less certain categories, which include 
human capital and social potential. The constant process of changing the ac-
counting content and economic essence of accounting instruments can be justi-
fied by the changing institutional environment of a number of countries, techno-
logical progress that changes the conditions for the existence of production sys-
tems, transition to a new economy – the «knowledge economy» and, finally, 
natural social evolution. 

The introduction of International Accounting Standards with the gradual 
replacement and updating of their International Financial Reporting Standards 
(Required IFRS Standards 2018, 2018) has contributed to the further standardi-
zation of a number of definitions in accounting, especially old categories. 

The formation of the concepts of «human capital» and «accumulation of 
social potential» has been going on for the last 60-70 years and is still going on. 
A number of scientists from all over the world are actively searching for the es-
sence of the above-mentioned categories and their content. It can be argued that 
these concepts are at the peak of their relevance for the global scientific thought. 

However, while such searches lead to positive development of society 
from the point of view of economists, for accountants such a multitude of inter-
pretations only adds new complications in the established accounting. 

The simplified definition of human capital is its interpretation as a set of 
knowledge, abilities, experience, skills, and education. Their varied accumulation 
by one person explains the different ability of owners to generate material re-
sources, money, technology and intangible assets. 

G. Becker and T. Shultz, the founders of this theoretical direction and 
global concept of human capital, provided the basic definitions of human capital. 
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The human capital is a stock of knowledge, skills, motivations, investments 
into which become education, experience, health, mobility, and awareness 
(Becker, 1964). 

Human capital is also considered as a set of all inborn and acquired hu-
man abilities. Properties that are valuable and can be developed through appro-
priate investments are recognized as human capital (T. Shultz, 1961). 

The latest macroeconomic studies determine that an individual and their 
intellectual potential and abilities is a strategic resource that can be formed, de-
veloped, and which becomes a potentially new source of competitiveness of both 
the individual and enterprises, the national economy, and the world economy. 

Social capital is comprised of the following components: education, health, 
social infrastructure, social hierarchy, demographic trends, criminal and military 
risks (Kvilinskyi, 2017). 

In recent studies on EU countries, human capital development is associ-
ated with social potential and is considered in three directions, namely: the social 
potential of human capital, the pace of innovative development of human capital 
and the potential of human capital development. Now, the social potential of hu-
man capital as a mathematical variable characterizes the achieved state of hu-
man capital development in the country. The coefficient of innovative develop-
ment of human capital is used to describe the creativity of human capital in the 
country, and the potential of human capital development describes the prerequi-
sites for the development of human capital (Vaitkevičius, 2015). In these interpre-
tations it is difficult to determine the accounting content, and therefore using them 
for the purpose of accounting is impossible. 

Conclusion 1. The multiplicity and ambiguity of the interpretation of the 
«human capital» and «social potential» categories, their regulatory and legisla-
tive uncertainty complicate the accounting of human capital costs and the devel-
opment of social potential. 

 

 

4.2 Review of the international  

normative documents 

Accounting of human capital is a relatively new direction in the financial 
system. There is a need for access to financial, accounting information for users 
due to globalization, international cooperation between countries in different mar-
kets. Such information is currently generated in the accounting systems of each 
individual country. However, it cannot be applied in comparative international 
studies, because the accounting in each country has individual characteristics 
associated with political, economic, legislative conditions. It is useful to examine 
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international regulations that may be used for human capital accounting pur-
poses, for appraisal and comparison of human capital studies. 

These requirements are met by the International Financial Reporting Stan-
dards (IFRS, 2018), previously known as International Accounting Standards 
(IAS), developed by the International Accounting Standards Board (IASB). There-
fore, we propose to use International Financial Reporting Standards as the nor-
mative methodological basis at the international level in this study. According to 
the updated document Conceptual Framework for Financial Reporting (2018), 
the International Accounting Standards Board seeks to reduce differences in ac-
counting and reporting of different countries by harmonizing the regulatory provi-
sions, accounting standards and procedures related to the preparation and pres-
entation of financial statements. The board considers that further harmonization 
of everything can be achieved by focusing on financial statements that are pre-
pared to provide information useful for economic decision-making. The board 
considers that the financial statements prepared for this purpose meet general 
needs of the majority of users. This is explained by the fact that almost all users 
make economic decisions, for example, in order to: a) determine when to buy, 
hold or sell investment capital; b) assess the management and accountability of 
management personnel; c) assess the ability of the business entity to pay wages 
and provide other payments to its employees; d) assess the security of the 
amounts owed to the business entity; d) determine the tax policy; e) determine 
the amount of profit and the amount of dividends to be distributed; e) prepare and 
use national income statistics; g) regulate the activities of business entities.  

Conclusion 2. It is advisable to apply International Financial Reporting 
Standards as a normative and methodological basis for accounting of human 
capital at the international level. 

 

 

4.3. Human capital in International  

Financial Reporting Standards 

This subsection of the study examines all mentions connected to the hu-
man capital in the IFRS. 

Conceptual Framework for Financial Reporting (2018) specified that 
«...information is needed about .... and how efficiently and effectively the man-
agement has discharged its responsibilities to use the entity’s economic re-
sources».   

The IASB also gives examples of the duties of managerial staff, which, in 
our opinion, can be attributed to the functions of human capital (Required IFRS 
Standards, 2018):  
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• protection of resources of a business entity from adverse effects of 
economic factors;  

• ensuring the business entity’s compliance with the relevant laws and 
contracts. 

The IFRS repeatedly emphasizes the importance of the performance qual-
ity of the managerial duties (Required IFRS Standards, 2018). We believe that 
the unique human capital is the basis for fulfilling these obligations, and it must 
be accounted for and considered in the international financial reporting. 

Conclusion 3: information on the execution of managerial personnel’s du-
ties is needed. It cannot be estimated by objective indicators or by direct arithme-
tic calculation. Therefore, in this case, expert assessment is necessary for man-
agement decision-making and fair value assessment for accounting purposes. 

Necula S.-C. (2017) noted the need to assess the fair value in terms of 
economic and financial profitability for the formation of an objective information 
system of management. 

Accumulation of knowledge, professional and communication skills, their 
implementation in practice lead to an increase and accumulation of human capi-
tal of a business entity and the national economy as a whole. 

Thus, the quality of performance of their duties by management personnel 
becomes part of human capital. 

The next argument in favor of accounting of human capital is the fact that 
human capital affects the competitiveness of a business entity (the quality of hu-
man capital can be a significant or unique competitive advantage) and the value 
of the company when selling. The above correlates with the requirements of 
IFRS on the relevance of the information (Required IFRS Standards, 2018): «In-
formation is relevant if its omission or incorrect presentation could influence deci-
sions made by users on the basis of financial information about a specific report-
ing entity». 

V. Boronos, I. Plikus, V. Aleksandrov (2016) calculated the loss of profits 
from intangible assets for the owners of a particular enterprise. They determined 
that the reason for the discrepancy between the value of equity calculated ac-
cording to the balance sheet and its market value is the presence of hidden (off-
balance) capital, which is embodied in the available intangible facts and the most 
important of which are human capital and social potential. 

Given this point, the lack or misrepresentation of information on available 
human capital is contrary to the requirements of IFRS and reduces or exagger-
ates the value of the business. 

IFRS considers the costs of wages, social security, health protection, labor 
protection, education (Required IFRS Standards, 2018). However, the existence 
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of such important components, the support and financing of good mental health, 
creative abilities, and intellectual potential are not defined. 

Nevertheless, human capital affects the competitiveness of a business en-
tity and the market value of a company. Human capital and social potential are 
important and complementary indicators for ensuring and enhancing a country’s 
economic growth (Mahmood, 2018). The above meet the requirements of IFRS 
about the relevance of information (Required IFRS Standards, 2018). National 
accounting does not consider all components of human capital. Therefore, it can 
be argued that the cost of human capital is not reflected in full, and is distorted. 

Conclusion 4: IFRS must provide comprehensive accounting of expendi-
tures on human capital, including the maintenance of good mental health, the 
presence of creative abilities, intellectual potential. 

The next step in the regulation of accounting was the creation of the Inter-
national Integrated Reporting Council (IIRC) «International Integrated Reporting 
Framework» (2013). For the first time, a regulatory and legislative document 
noted the definition of «human capital», «social and relationship capital», and 
«intellectual capital». 

However, the International Integrated Reporting Framework determined 
that these types of capital do not necessarily have to be included in Integrated 
Reporting (2013). The organization itself determines the need to reflect these 
types of capital, depending on the degree of its interaction with this type of capi-
tal. Thus, the organization has another opportunity to reduce or increase the 
value of the company, further proving our preliminary findings. 

 

 

4.4. Expenses of the Central and Eastern  

European countries on human capital  

and social potential 

Research on expenses of the Central and Eastern European countries on 
human capital and social potential is based on data from the European Commis-
sion (Eurostat, 2018). The countries of Central and Eastern Europe include Esto-
nia, Latvia, Lithuania, Poland, Germany, the Czech Republic, Slovakia, Hungary, 
Romania, Bulgaria, Slovenia, Croatia, Albania, Montenegro, Serbia, Macedonia, 
Bosnia and Herzegovina, and Kosovo. 

The analysis of the CEE countries’ budgets showed that the budget ex-
penditures attributed to the expenditure on human capital and the development 
of social potential take into account only social protection costs, health care 
costs, education costs, spending on recreation, culture and religion. Other possi-
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ble directions are not taken into account, and in most cases, such expenditures 
are not provided by the state budgets. 

On average, in the European Union countries the costs were: social pro-
tection – 19.9% of the annual GDP, health protection – 7.3% of GDP, educa-
tion – 5.3% of GDP, leisure, culture and religion – 1.1% of GDP. Data vary con-
siderably on selected countries. For example, public spending on recreation, cul-
ture and religion was the largest in the Czech Republic (2.7% GDP). 

More than half of the European Union expenditure was allocated to social 
protection and health, which accounted for 19.9 percent and 7.3 percent of GDP, 
respectively, considering that all expenditure amounted to 49.4 percent of GDP. 

In general, social protection is the most important function of public expen-
diture and provides for retirement benefits, retirement care, sick leave and dis-
ability payments, family and children. The cost of pensions is at least 2/3 of social 
expenditure in Bulgaria and Latvia. The lowest rates of retirement benefits (1/3 of 
social protection) are in Croatia and Norway, due to the existence of non-state 
pension funds. The costs of sick leave and disability payments in social protec-
tion are the second biggest, amounting to about 20 percent in Lithuania and 
Croatia. 

Health expenditure is the second largest in the total budget of the Euro-
pean Union countries and is about €948 billion, or 7.3% of GDP. The highest 
share is found in Croatia (9.2% of GDP or 20% of total public expenditure), the 
lowest – in Romania (3.1% of GDP).  

Education was allocated 5.3% of GDP of the European Union, which 
represents €680 billion. The lowest indicator was recorded in Romania (3.0% of 
GDP), Bulgaria (3.5% of GDP) and Slovakia (3.9% of GDP). The largest amount 
of public expenditure in education was in Estonia (16.2% of total expenditure), 
followed by Lithuania (15.5% of GDP) and Latvia (15.0% of GDP). 

For comparison, the costs of human capital in Ukraine were: social protec-
tion expenditure – 4.9% of GDP, expenditure on education – 6% of GDP, spend-
ing on pensions – 4.7% of GDP, expenditure on health – 3.4%, expenditure on 
culture and sport – 0.8% of GDP (Price of the State, 2018). 

Conclusion 5: the analysis of the CEE countries’ budgets showed that the 
budget expenditures attributed to the expenditure on human capital and the de-
velopment of social potential take into account only social protection costs, health 
care costs, education costs, spending on recreation, culture and religion. Other 
possible directions are not taken into account, and in most cases, such expendi-
tures are not provided by the state budgets. Therefore, the development of new 
accounting categories (human capital, social potential), the development of ac-
counting standards for them, the formation of a system of expenditure on human 
capital and the development of social potential are required. We consider the 
need in each country of Central and Eastern Europe to allocate a portion of pub-
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lic spending on human capital and developing social capacity to be urgent. The 
end result of the proposed process of setting up the accounting system should be 
a harmonized accounting of human capital costs and the development of the so-
cial potential of each country of Central and Eastern Europe. 

 

 

5. General conclusions 

The conducted research made it possible to draw the following conclu-
sions. The multiplicity and ambiguity of the interpretation of the categories «hu-
man capital», «social potential», legislative and regulatory uncertainty make it dif-
ficult to account for the costs of human capital and the development of social po-
tential.  Legislative definition of these accounting categories is required. Interna-
tional Financial Reporting Standards should be used as a normative and meth-
odological basis for accounting of human capital at the international level. 

Lack or misrepresentation of information about available human capital is 
contrary to IFRS requirements and reduces or overestimates the cost of an or-
ganization.  We propose that IFRS should provide comprehensive accounting of 
human capital costs, including support for good mental health, creative abilities, 
intellectual potential. 

The analysis showed that the budget of the CEE countries includes only 
expenditure on social protection, health, education, recreation, culture and relig-
ion. Other possible areas are not taken into account, and in most cases such ex-
penses are not provided for by national budgets. Therefore, it is necessary to de-
velop new accounting categories (human capital, social potential) and accounting 
standards for them. Part of the public expenditure also should be aimed at fi-
nancing human capital costs and the development of social potential. 

We insist that every country in Central and Eastern Europe needs to allo-
cate part of its GDP expenditures to finance human capital and social potential. 
This is an urgent need. The end result of the process proposed in the study is a 
harmonized system of accounting of expenditures on human capital and the de-
velopment of the social potential of Central and Eastern Europe. 

The direct effect can be seen not only in the redistribution of state funding 
and improvement of accounting, but also in increasing human capital and indica-
tors of the growth of the social potential of each state in Central and Eastern 
Europe. Accordingly, we expect the legislative branches to introduce accounting 
for expenditures on human capital and the development of social potential into 
the state budgets of their countries, and create a system of state financing of 
such expenditures. 
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